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Equity Redemption
 Equity redemption is the process of returning equity in 
cast to member-patrons who have previously invested. Sim-
ply put, equity redemption is paying members, in the form of 
cash or other property, previously issued equities. The Board 
of Directors of the cooperative makes the decision to redeem 
equities after determining if the cooperative’s financial position 
allows them to do so. The over-invested or inactive members 
should not be responsible for financing a cooperative they do 
not use. Failure to redeem equity reduces member realized 
return on equity (ROE). 
The Equity Redemption Budget
 The equity redemption process should be based on an 
equity redemption budget. Developing a redemption budget 
ensures that the board is managing the cooperative’s financial 
structure. In the absence of a redemption budget, the firm’s 
financial structure becomes the residual outcome of the 
redemption decisions. The budgeting process ensures that 
the “tail doesn’t wag the dog.”  The process of developing a 
budget is as follows:
Redemption Budget Calculations
Beginning equity $1,000,000
+ Additional Investment from stock 
 patronage refunds or additions to 
 unallocated equity $200,000
= Maximum equity $1,200,000
– Ending equity (target) $1,100,000
= Redemption budget $100,000
Equity Redemption Programs
 As equity is accumulated in the cooperative, an equity 
redemption program is used to uphold and control the level of 
equity in the system. An equity redemption program defines 
the way that one or more classes of equity are treated for 
redemption. The redemption policy is used of everyone in a 
particular equity class. The overall program should be con-
sistent with the cooperatives equity management objectives. 
There are several methods of managing this equity, including 
special programs, which triggers redemption by the occur-
rence of a certain event, and systematic programs such as 
age of patron or revolving funds methods. Following are some 
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frequently used programs, which can be used individually or 
in combination.
Common Redemption Methods
• Special Programs (uses trigger event)
• Age of Patron (oldest first)
• Age of Patron (pro-rated)
• Age of Stock
• Base Capital plan
• Percentages of all Equities plan
Special Programs
Under a special redemption program the member’s entire 
equity is due at one time. An event must trigger the redemp-
tion such as:
• Member death
• Age of Patron
• Retirement from farming
• Moved out of trade area
• Hardship
• Estates
 Special equity redemption programs are typically the 
default programs used by cooperatives that have generated 
sufficient cash flows to fund a systemic program. Special 
programs are usually used in combination with a systematic 
method. In fact, most systematic programs have supplemental 
special programs. This is because many members continue 
to do business and receive equity after a systematic program 
redeems their equity.  These equities may be redeemed 
through a special program that takes over after systematic 
redemption has already taken place.
Advantages
 Special Programs are used to reduce the financial burden 
on the cooperative. Therefore, special programs are often 
used by cooperative that do not have the financial strength to 
carry out a systematic program. In this program high priority 
cases get attention when other plans are not working. A spe-
cial program may be acceptable if the cooperative is offering 
favorable prices. By adding some aspects of a special program 
to another systematic program, it allows cooperatives more 
flexibility in their equity management system.
Disadvantages
 A special redemption program makes financial planning 
difficult because the cooperative cannot anticipate the events 
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that will trigger redemption. Because a special program 
generally results in a very long redemption period, is does 
tie equity base with current patronage. The lengthy revolving 
period also results in members getting a poor realized return 
on their equity redemption.
Age of Patron (oldest first)
 The patronage redeems when the patron reaches a spe-
cific age. This system assumes that the member is a natural 
person and not a limited liability company, corporation, or trust. 
Cooperatives using the age of patron system with members 
who are not natural persons must use a “look-through” pro-
cedure to use the age of the underlying member. The age 
of patron system also requires the cooperative to obtain and 
maintain patron birth date information.
Advantages
 The Age of Patron is simple and easy to understand. 
This method also works well for cooperatives with favorable 
price. 
Disadvantages
 Young farmers have little incentive to participate. The 
age of patron method does a fairly poor job of keeping equity 
investment proportional to patronage. Members also tend 
to expect redemption regardless of the financial condition. 
Varying the trigger age to control the redemption amount can 
be controversial. This makes it difficult for the board to vary 
redemption in accordance to a redemption budget.
Age of Patron (pro-rated)
 Redeems a portion of each patron accounts for patrons 
past a set age, and the cooperative establishes a redemption 
budget. For example, a pro-rated system might redeem a 
percentage of equity for all members more than 65 years old. 
Some cooperatives vary the yearly redemption percentage 
in accordance with the redemption budget while others use 
a fixed percentage. 
Advantage
 The pro-rated method is easier to integrate with the re-
demption budget. More members receive redemptions and 
it is popular with members who are eligible for AOP (Age of 
Patron).
Disadvantage
 The age of patron pro-rated system is generally superior 
to an age of patron system in keeping equity proportional with 
cooperative use. However, it is not as proportional as the age 
of stock or base capital system. The pro-rated system also 
redeems equity at a decreasing rate. In theory, a member’s 
equity would never be redeemed, as they would receive a 
percentage of their balance each year. In practice, most co-
operatives distribute the remaining equity in a lump sum at a 
predetermined time period or equity balance. Cooperatives 
using a fixed redemption percentage do not have flexibility 
in determining the amount of redemption, making it difficult 
to adhere to a redemption budget.
Age of Stock
 Under the age of stock plan, also called a revolving fund 
plan, redemptions are based on the age of the stock, using 
a FIFO, “first in-first out” system. The oldest year of equity is 
repaid before equities of later years are redeemed. The board 
may adopt a policy that sets a target revolving fund period.  Age 
of stock plans are operated with revolving periods anywhere 
from 18 months to 30 years.  Some cooperatives, particularly 
those that have undergone mergers, have multiple revolving 
funds. 
Advantages 
 The age of stock plan is easy to understand and administer. 
Equity redemption is somewhat proportional to use, provided 
the revolving period is kept relatively short. The cooperative 
can control redemptions and adhere to a redemption budget 
by adjusting the length of the revolving period. Varying an 
age of stock revolving period is generally less controversial 
than varying an age of member redemption trigger age. 
Disadvantages
 With the revolving fund plan there will be good year prob-
lems and bad year problems. Disparities can occur between 
equity and use. Members may also expect fixed revolving 
regardless of financial conditions. 
Base Capital Plan
 With this plan, a base equity is established where under-
invested members continue to increase investments, while 
over-invested members get partial or total redemption. This 
plan can also be combined with a variable cash patronage 
refund plan, and over-invested members receive large cash 
refunds. 
 The base capital plan keeps member investment 
proportional to cooperative use. It involves periodic adjust-
ments to a member’s required investment to keep it aligned 
with the proportional use of the cooperative. By calculating 
each member’s patronage on average over a base period, 
proportional use is determined. The base period may range 
from one to 10 years; the length of the base period is dif-
ferent depending on the type of cooperative. At least once 
per year, equity capital requirements are estimated. Each 
member’s proportional share must also be determined. After 
the results of the calculations are analyzed, each member will 
be determined to be under-invested, over-invested, or at the 
required level of investment. Under-invested members will 
need to invest additional funds, and over-invested members 
will have a redeemable equity.
 The base capital plan is very effective and often used by 
regional cooperatives, such as CoBank. For example, CoBank 
may ask for additional investment from under-invested patrons 
before offering a loan amount. This plan is used infrequently 
by local cooperatives because additional investment is not 
as easily obtained.
 Advantages
	 This method keeps member investment directly pro-
portional to use. The current users maintain ownership and 
control. Capital requirements also may be systematically 
adjusted, allowing for flexibility in equity management.
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Disadvantages
 It is relatively difficult to understand and management is 
complex. The system becomes ineffective if there is a constant 
and heavy member turnover. New members may be discour-
aged due to a possible large initial investment. 
Percentage of All Equities 
(After trigger age: after 65)
 This method reduces member equity by percentages and 
retiring a percent of outstanding equity, regardless of issuance. 
It is used by a limited number of cooperatives. 
Advantages
 Rewards new patrons and works well for cooperatives 
with a stable membership and patronage.  The program is 
easy to understand and administer.
Disadvantages
 With the percentages of all equities, there can be a poor 
transfer of ownership. Transfer of ownership cannot be com-
pleted with out additional provisions from the cooperatives. 
Alternatives to Redemption
 Although not practical for many cooperatives, there are al-
ternatives to traditional redemption methods. These include: 
• Partial Redemption or Discounting
• Conversion to Debt or Preferred Stock
• Exchange of Equity Between Members
Partial Redemption or Discounting
 With such a program, members get paid a discounted 
value of future equity redemption. This system could obvi-
ously not be applied to every member, as it would eliminate 
the cooperative’s equity. It can be an effective system for a 
cooperative to manage the equity of inactive members.  The 
inactive member receives some immediate funds for their equity, 
and the cooperative is freed of future redemption obligations. 
One difficulty in developing a partial redemption system is the 
selection of the discount rate. The income tax consequences 
are not well established.
Conversion to Preferred Stock
 Another innovative equity management strategy is to al-
low members to convert common equity into preferred stock. 
The preferred stock would generally pay dividends at the 8 
percent allowable rate. The preferred stock would generally 
not be redeemed, but could be exchanged among members. 
Converting common equity to preferred stock eliminates the 
future commitment of redemption at the cost of annual dividend 
payments.  Unlike debt, the preferred dividends payments can 
be suspended in times of financial strain.  
 This strategy improves the cooperative’s cash flow, but 
it changes their balance sheet, which gives members more 
return. This also allows exchange of equity between members 
even though the markets of members are limited. Purchase 
price may not be realized as a value, and member income 
tax issues are unclear. 
Exchange of Equity between Members
 Many closed cooperatives involved in value-added 
operations (often called new generation cooperatives) allow 
members to buy and sell equity. The board of directors must 
generally approve the transaction. The price is privately ne-
gotiated. The delivery rights associated with new generation 
cooperative stock provide the incentive for stock ownership. 
An exchange system would be unlikely to be used in a tra-
ditional cooperative since there is no incentive for additional 
stock ownership.
Advantage
 The exchange reflects true market value.  It allows mem-
bers to receive immediate value for their cooperative equity 
without reducing the cooperative’s cash flow. The market 
value also provides managers with feedback as to the market 
perception of future cooperative performance, having immedi-
ate cash for equity sold. 
Disadvantage
 Limited markets among qualified members and the pur-
chasers face risk of depreciation of stock. 
Conclusion
 Equity Programs should raise adequate equity and mini-
mize redemption burden. It should also assure fair treatment 
and generate adequate returns over time. Finally, a coopera-
tive should choose an equity redemption plan that meets their 
specific circumstances.  The age of patron method is the least 
desirable because it is the least proportional. The best plan 
for most cooperatives is age of stock combined with special-
ized estates redemption method. No simple strategy is best 
for everyone.  Cooperatives must make the decision of which 
equity redemption strategy they will use, based on the nature 
of their business. 
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The Oklahoma Cooperative Extension Service 
Bringing the University to You!
• It provides practical, problem-oriented education 
for people of all ages.  It is designated to take 
the knowledge of the university to those persons 
who do not or cannot participate in the formal 
classroom instruction of the university.
• It utilizes research from university, government, 
and other sources to help people make their own 
decisions.
• More than a million volunteers help multiply the 
impact of the Extension professional staff.
• It dispenses no funds to the public.
• It is not a regulatory agency, but it does inform 
people of regulations and of their options in meet-
ing them.
• Local programs are developed and carried out in 
full recognition of national problems and goals.
• The Extension staff educates people through 
personal contacts, meetings, demonstrations, 
and the mass media.
• Extension has the built-in flexibility to adjust its 
programs and subject matter to meet new needs. 
Activities shift from year to year as citizen groups 
and Extension workers close to the problems 
advise changes.
The Cooperative Extension Service is the largest, 
most successful informal educational organization 
in the world. It is a nationwide system funded and 
guided by a partnership of federal, state, and local 
governments that delivers information to help people 
help themselves through the land-grant university 
system.
Extension carries out programs in the broad catego-
ries of  agriculture, natural resources and environment; 
family and consumer sciences; 4-H and other youth; 
and community resource development. Extension 
staff members live and work among the people they 
serve to help stimulate and educate Americans to 
plan ahead and cope with their problems.
Some characteristics of the Cooperative Extension 
system are:
•  The federal, state, and local governments 
cooperatively share in its financial support and 
program direction.
• It is administered by the land-grant university as 
designated by the state legislature through an 
Extension director.
• Extension programs are nonpolitical, objective, 
and research-based information.
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